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Abstract
Study analyses the China’s Belt and Road Initiative perspectives for EU and Central Caucasus
countries of Georgia, Armenia and Azerbaijan, with the special focus on covid-19 global pandemic
reality. Trade, investments and transit is considered as main factors of the given paper. At the same
time, global competition for leadership, open and hidden trade and investment wars are taken into
account. Study also suggest different alternative ways of including Central Caucasian states into
the project as a corridor for China – EU connection. Coronomic challenges are considered as a
new wave of challenge and at the same time as a new opportunity for all counterparts, depending
on potential, vision and activities they will conduct in the nearest future.
Keywords: FDI, BRI, international trade, Central Caucasus, COVID-19, coronomics
Recommended Citation: Charaia, V., & Lashkhi M. (2021). Economic cooperation between
Central Caucasus, China, and EU, under COVID-19 challenges. In C. Cobanoglu, & V. Della
Corte (Eds.), Advances in global services and retail management (pp. 1–9). USF M3 Publishing.
https://www.doi.org/10.5038/9781955833035
Introduction
Globalization has reached historic heights in the XXI century. On the other hand, trade wars,
geopolitical strains, and the latest - global pandemic has brought a lot of challenges. Different
countries are struggling to attract foreign direct investments and expand trade under current
conditions: Supply chains have slowed and modified, consumer spending is down, political turmoil
abounds. However, even with such challenges there is a possibility to open up new opportunities
that can ultimately lead to progress and success (Lashkhi and Charaia, 2020a), especially for those
extremely vulnerable nowadays.
The Covid-19 pandemic and the global economic crisis triggered by, at a different level it has
changed the world order in different dimensions, including an economic one. Overall economic
downturn, loss of workplaces, increase of public debt, slight decrease of global tourism, significant
FDI slowdown and etc. has brought enormous headaches for the local and global economy. What
is even more important, there is no clear vision of how and when the world will be able to overcome
the given problem all together, including both reach and poor countries, which seems to have the
same problem, but not the same option for respond.
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According to the UNCTAD 2020 report, the amount of foreign direct investments (FDIs)
worldwide has been decreased dramatically, with the prediction of negative / uncertain future trend
in coming years (UNCTAD, 2020), which largely depends not as much on economic potential of
the world, but the pandemic reality next years and options it will offer. If not considering specific
examples, all continents and all kind of economies, does not matter rich, poor or in transition, has
faced a curious FDI decline, which means less stability and sustainability of those economies,
especially for those poorer ones.
Global FDI has decreased by 40 per cent in 2020 after being in a positive trend for many years,
which brings global FDI total amount at 2005 level, with around 1 trillion indicator. According to
the UNCTAD (2020) prediction 2021 will be also negative, with 5 to 10 percent further decrease.
However, this prediction could be optimistic, since the global pandemic challenge is still here and
the slow vaccination process all over the world (excluding only few state) puts its extra pressure
on the economies all over the world, limiting not only the financial potential for FDI but also the
willingness and/or opportunity to invest in this uncertain times, does not matter it is an investment
in service or the real sector of economy.
FDI reality under the Covid-19 prism has changed all over the world, but could be said that China
and EU are continuing to be the top importers and exporters of FDI despite all challenges. However
with limited capacity and high uncertainty. Central Caucasus states has never been especially
popular place for global investors, but still had their more or less stable investment flows, which
has decreased sharply after the Coronomic crisis (Papava and Charaia, 2020; Papava and Charaia
2021).
Literature Review
For the last decades, China’s aspirations are growing and many European countries, including C.
Caucasus ones are quit welcome to Chinese investments (Clarke, 2015; Wang, 2018). The core of
its strategy for global economic leadership is the Belt and Road Initiative, an international strategy
to develop infrastructure projects and facilitate trade throughout Eurasia. However, at the same
time China’s global ambitions became a factor for stronger tensions between China and the West.
Taking into account Georgia’s specific advantage in terms of free trade agreements both with EU
and China, as well as extreme easiness of doing business there according to different international
rankings, foreign investors probably will devote more attention to this country (Lashkhi, Charaia
2020b). Azerbaijan with its oil industry and Armenia willing to escape from Russian Influence,
could also offer quit interesting deals to foreign investors, including Chinese and EU ones.
After decades of domestic transformation and rapid economic growth, China’s state and private
enterprises are looking to enhance their FDI like never before. At the same time, several important
factors are limiting Chinese ambitions, such as: the dollar’s global position of reserve currency;
the military power of NATO; open and hidden trade wars with the U.S. and EU (Yin, 2017; Yalcin,
2016; Sunesen, 2018, Okano-Heijmans 2009); as well as coronavirus challenges and not only.
To mitigate challenges, China has been reaching out to different economies, including East
European ones that have attractive long-term prospects for FDI, trade, and transit. Even
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considering the fact, that cooperation with china might be not equally benefitial on the both ends,
meaning more benefits for China (Hellström, 2017; Hanemann 2017; Chellaney, 2017).
Chinese - C. Caucasus relations has a huge potential to continue grows (Charaia, 2017). However,
the existence of the constantly growing Chinese influence, must also be taken into account. There
is an opinion that the Chinese side does not shy away from using punitive mechanisms against
partner countries, manifested in creating obstacles to trade (Chellaney, 2017). By creating close
economic ties with China and not anticipating the possible geopolitical vectors that China might
pursue in the future, Georgia as well as Armenia, Azerbaijan and even EU countries, could well
find itself on the receiving end of a heavy economic blow (Charaia, Lashkhi, 2021).
Also important to underline, that being widely reluctant and unwilling to be involved in the conflict
resolution process in the Central Caucasus region (Shahbazov, 2017), Beijing still can play a role
of balancer for Russian interests in the region, which is an extra benefit for all conflict involved C.
Caucasus states of Georgia, Armenia and Azerbaijan. However, this could be a benefit in the
future, there was no step done in this direction so far and consequently no real benefits did C.
Caucasus states got so far.
The readiness of Eastern European countries, as well as C. Caucasus ones, for cooperation with
China takes new heights in light of the Belt and Road initiative (BRI) initiative from China. China
with almost bottomless financial possibilities of several hundred billion USD, including $40 billion
Silk Road Fund, $100 billion of the Asian Infrastructure Investment Bank, and other (Bochra,
2015). China is not ready for full-fledged, open global economic expansion so far, but on the other
hand its influence is rising and its financial possibilities are also outstanding. However the global
pandemic already has and will make a lot of changes on global investment market.
Methods
For the goals of this paper a qualitative research was carried out. Collection of information was
done by analyzing the different resources of similar data available in all selected countries,
including those from scientific articles, international rankings, international institutions, statistical
offices and other valuable and trust-worse sources.
The paper is structured in a way to observe overall global economic trends and concentrates on
China and European states experience, which could be a great orientation (Especially East
European) for the three Central Caucasus states of Georgia, Armenia and Azerbaijan in terms of
cooperation with China.
Paper seeks to underline the covid-19 global pandemic affect, which has challenged all countries
(and not only) included in the paper and tries to offer a new alternatives for already well known
Chinese BRI initiative, which could affect not only C. Caucasus, but also the wider region,
including but not limited with the EU and US, through different aspects.
China – EU Economic Cooperation
EU which was interested in close economic cooperation with China before and soon after the 2008
financial crisis has realized that it could bring negative effects in the future. Moreover, USA has
already declared its open trade war with China, thus giving an example to EU. China is requested
3
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to trade fairly, respect intellectual property rights and meet the World Trade Organization
standards (Šteinbuka, 2017). China, being second largest trade partner for EU with more than half
a trillion Euro annually (picture 1), is not so much desired economic partner any more, but a
competitor already with great possibilities.
Picture 1: Cooperation in Trade and Investments Between China, EU, and C. Caucasus (Annually)

Source. Authors Calculations, based on Eurostat and UNCTAD

One of the most important factors for EU - China tension is the negative trade balance for EU. The
second biggest problem is related to FDI, where both sides try to hinder investments in a way to
protect their own interests. However, thanks to twenty years of Chinese governments Open Door
policy, western European countries already managed to invest more than $170 billion to China,
which is quit a considerable amount, against only $35 billion of Chinese investments in EU.
It won’t be easy to stop import of goods from China, despite different measures activated like
graduating Chinese products from GSP mechanism or imposing higher standards of quality and so
on. The same goes to investments. In less than a decade Chinese investments in EU has increased
almost 20 times, with special growth rate in last 3 years. If we go few years back, China’s
investments accounted for only 0.2 percent of the total inward stock in the EU 27 in 2010 (Thelle
at all, 2012), as well as nowadays toward EU twenty-eight.
Before the pandemic, UK, Germany, Italy and France were the most interesting countries for
Chinese investments, but in case these countries will impose different barriers to Chinese FDIs,
Eastern Europe is more than welcome to attract those billions in infrastructure, ICT, real estate,
energy and so on, of course if pandemic reality will not make its corrections. It should be
mentioned that Eastern European countries are following to active co-operational plan, different
than that of Western European countries, explained by the different economic needs and
possibilities of western and eastern EU countries (Chochia at all, 2018; Kaplan, 2017).
China – Central Caucasus Economic Cooperation
Many important steps have been taken with the aim of attracting FDIs to Central Caucasus
countries, which is of vital importance for progress and development. Outstanding progress has
been done by Georgia, which has become one of the freest economies in the world (Charaia, 2013,
Charaia 2014), number 7 according to the 2020 World Bank Doing Business ranking, offers tax
and legislative benefits. According to different international rankings and researches Georgia has
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one of the friendliest and attractive investment climate in the world (Anguridze at ell, 2015).
Companies with foreign shareholding represent more than 60 percent of the total Georgian export
(Charaia, 2016, Wang, 2018), meaning Georgia could be used as a good ground for export oriented
production especially in light of free trade regimes with the world’s most powerful economies of
EU and China (Charaia, 2017; Papava, 2017). Georgia is already on the Chinese radars, it has
invested more than 600 million of foreign investments and increased trade many times in just a
few years’ time.
Armenia, with recognized progress by World Bank, was named number one country in CIS, in
terms of FDI appeal. The 2020 Doing Business report from the World Bank places Armenia
number 47 (out of 190 economies). Despite an economic and political dependence on Russia,
Armenia never stopped its progress and cooperation with EU. For the last period Armenia is
interested in possibilities of cooperation with China, especially under the BRI project, which could
bring new investments to the country.
Azerbaijan with its geostrategic location, attracting billions of Euros of FDI is widely oriented on
its oil and gas sector development. Azerbaijan is also well known for its aspiration to provide new
transport corridors for the West and East connection. Making partner with Georgia, they are
supporting EU diversification plan for the hydrocarbon resources to decrease its dependence on
Russia, as well as providing new transport corridors for other goods. Taking into consideration
Chinas geopolitical interests and its BRI initiative, Azerbaijan together with Georgia and under
the special circumstances also Armenia could gain a great opportunities as well as China on the
other end.
Table 1: Trade Between Caucasus Countries and China (2019 Year)
Country
GEO
ARM
AZE
Total

Export (Mln $)
223
194
752
1 169

Import (Mln $)
859
748
1 432
3 039

Deficit (Mln $)
-636
-554
-680
1 870

Source. UN Comtrade Database https://comtrade.un.org/data/

It is noteworthy that the trade turnover between China and Central Caucasus is rising year after
year. Only for last five years it has more than doubled. However, negatively for Central Caucasus
countries, all of those three countries are characterized by negative trade balance with China equal
to $1.87 billion (table 1). At the same time, after the initial boost Georgian export’s progress to
China has relatively stopped, because of the low economic development of Georgia first of all, but
still has chance for further development (Chochia at all, 2020). For instance, Georgian wine
companies will have new opportunities, as previously they had to pay 40% duty tax in order to
enter the Chinese market, thereby making Georgian wine uncompetitive (Georgian Wine
Association, 2017). China has become one of the most important consumers of Georgian wine
from 2015, making the third largest export market for Georgian wine. According to the free trade
agreement which was enacted on May 13, 2017, about 94% (except some minor exceptions) of
Georgian goods and services exported to the 1.5 billion Chinese markets, will not be subject to
customs fees and enjoy a 0% tariff (MFA, 2017). It should be underlined that Georgian free trade
simultaneously with EU and China is a greatest benefit which could and should be used not only
by Georgia, but also by other two Central Caucasus countries.
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Alternative Road Within BRI
Unfortunately for C. Caucasus states, they are not presented on official BRI map, which one can
find through official sources. BRI goes around Georgia, Armenia and Azerbaijan, using territories
of Iran and Turkey. We believe C. Caucasus should be involved in this project, since it is stable
and longtime proved transit corridor for all East-West oriented goods so far, as well as services in
the future.
Georgia and Azerbaijan are offering their railways, as well as modest highways with existing and
under construction sea ports infrastructure. On picture 2, we can see the stable and functional
Central Caucasus road and the one chosen by Beijing, but it should be underlined that Iran – Turkey
road in close border with Syria, could be quit unstable for such a long run project as BRI. There
are at least two alternatives to involve Central Caucasus countries, one through Iran-ArmeniaGeorgia (project will need approximately $3 billion of extra investment on railway connection
between Iran and Armenia) and the second through already existing Kazakhstan-AzerbaijanGeorgia corridor.
Picture 2: Railway Connection Between China and Europe, Through Central Caucasus States

Source. Nikkei Asia. https://asia.nikkei.com/Spotlight/Belt-and-Road/Chinese-freight-train-skirts-Russia-on-newroute-into-Europe

Taking into account Georgian free trade regimes with EU and China, alternative BRI rote has a
real potential. It can be a hub not only for trade, but also investments, easily reaching the population
of almost 1/3 of the whole earth. Therefore Georgia should be considered as a great ground for
production and export to the rest of the world with the minimum amount of trade barriers (Lashkhi,
2017). These benefit could be used not only for export to EU countries, but also to china, since
many countries has different sort of restrictions on trade with both of the given regions.
Central Caucasus corridor is a great opportunity for transporting goods, from China to the Eastern
and further to the Western European countries, and vice versa. There five alternatives to continuo
the transportation after it has reached Georgian land, i.e. by land to Turkey and Russia, by sea to
Ukraine and Bulgaria, and also by sea through Bosporus Strait to the rest of the world (picture 3).
The Central Caucasus corridor for Chinese goods transportation to EU and vice versa is not without
problematic issues. For instance this corridor is limited in its capacity, especially on Caspian Sea
sector, but even with these circumstances it worth to use and easy to expand as soon as such
necessity will occur. The Georgia part of the corridor is able to attract around 20 million tons of
extra cargo on its railroad. Also, Georgia can boost the East-West Highway, the country’s main
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land transport road, which connects Azerbaijan and the Georgian Black Sea ports of Poti and
Batumi, together with new deep-water seaport of Anaklia planned to handle 100 million tons of
cargo per year and of receiving large Panamax type vessels (Avdaliani, 2018). Another important
railway project Baku – Tbilisi – Kars which already had its first test run and has started operating
back in 2018 year, will make the delivery of containers, freight and passengers from Asia to Europe
45 percent faster, which in case of specific products has extreme importance.
Picture 3: BRI Alternative Road Through Central Caucasus

After the initial path of covid-19 spread in China, it has been recovering fast and can thus throw a
lifeline to smaller countries, including in C. Caucasus, through different projects, including BRI
and not only. For China and the C. Caucasus, there are opportunities already explored, but not least
important are those to be explored. It is hard to say at this point which side will get more benefits
in absolute terms from this cooperation, but all counterparts are able to win, as well as EU member
states if planned correctly. The process should go through at least: trade, investments and transit,
considering mutual benefits.
Conclusions
Together with new opportunities, Central Caucasus Countries and EU member states may have to
face new challenges as well. Trade between EU and China, as well as between Central Caucasus
and China has been extended significantly over the past several years, as well as foreign
investments from China to the given countries. However, the attitude toward closer economic
cooperation with China is different in EU and C. Caucasus; moreover it is different even within
the European Union member states.
Close economic ties with a country of formidable economic capabilities is definitely in the interest
of developing C. Caucasus countries, and eastern European countries in order to diversify export
markets and attract foreign investments (with the consequent positive factors); however, China
fighting for the world economic leadership, will have multiple influence mechanisms on different
countries, which should be considered.
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Central Caucasus countries could play an important role in the global projects and has already
proved their reliability for many times. Excluding already existing Azerbaijan-Georgian corridor
and putting a new path through Iran and Turkey in a close borderline with Syria could be
unpredictable.
All counterparts discussed in this paper, should consider different scenarios for their future
economic development and what is more important - diversification, especially at the era of global
pandemic, which has a potential to be continued for at least next several years.
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